WikiLeaks Document Release 

http:/ /wikileaks.org/wiki/CRS-RL32375 
February 2, 2009 

Congressional Research Service 
Report RL32375 

The U.S.- Australia Free Trade Agreement: Provisions and 

Implications 

William H. Cooper, Foreign Affairs, Defense, and Trade Division 
January 12, 2005 

Abstract. This report highlights and analyzes the major provisions of the U.S.-Australia FTA. It presents the 
agreement in the context of the overall U.S.- Australian bilateral economic relationship. 



http://wikileaks.org/wiki/CRS-RL32375 



Order Code RL32375 



CRS Report for Congress 

Received through the CRS Web 



The U.S.-Australia Free Trade Agreement: 

Provisions and Implications 



Updated January 12, 2005 



William H. Cooper 
Specialist in International Trade and Finance 
Foreign Affairs, Defense, and Trade Division 



Congressional Research Service ❖ The Library of Congress 





http://wikileaks.org/wiki/CRS-RL32375 



The U.S. -Australia Free Trade Agreement: Provisions 

and Implications 



Summary 

After more than a year of negotiations, U.S. and Australian trade officials 
concluded a bilateral free trade agreement (FTA) on February 8, 2004. The 
negotiations proved unexpectedly difficult. President Bush and Australian Prime 
Minister Howard had committed to completing the negotiations by the end of 2003, 
but differences over agriculture, especially sugar, and other sensitive issues caused 
the deadline to slip. 

The U.S. -Australia FTA (USAFTA) is a comprehensive agreement. It commits 
the United States and Australia not only to eliminate tariffs on most of their bilateral 
trade in goods, but also to ensure nondiscriminatory treatment in most areas of 
bilateral trade in services, government procurement, in foreign investment as well 
as improved protection of intellectual property rights. 

Under the USAFTA, the United States and Australia addressed the few 
significant irritants in their bilateral economic relationship. In so doing, the 
agreement could further solidify an already strong relationship. For Australia, those 
irritants include U.S. restrictions on beef and dairy products. For the United States 
they include Australian local content requirements in television programming, 
sanitary and phytosanitary (SPS) measures, state- sanctioned monopolies in exports 
of wheat and other grains, and screening of foreign investments. In some cases, such 
as U.S. restrictions on beef and dairy and Australian investment screening, the two 
sides agreed to loosen restrictions. In the case others, such as the Australian SPS 
measures and state-sanctioned monopolies, they agreed to establish mechanisms for 
further discussion. However, in the case of some irritants, such as U.S. import 
controls on sugar, the two countries agreed no change was possible. 

United States Trade Representative Robert Zoellick and Australian Trade 
Minister Mark Vaile signed the agreement on May 18, 2004, in Washington. On July 
6, 2004, the President submitted legislation to implement the agreement. On July 8, 
the House Ways and Means Committee reported out the implementing bill, H.R. 
4759, by voice vote, and on July 15, the full House passed the measure (314-109) in 
a largely bipartisan vote. On July 15, reported the Senate Finance Committee 
reported out the companion bill, and on July 16 the full Senate passed the measure 
(80-16), and it was sent to the President for his signature. President Bush signed the 
U.S. -Australia Free Trade Agreement Implementation Act on August 3, 2004 (P.L. 
108-286). On November 17, 2004, trade officials from each country exchanged 
diplomatic notes indicating that implementing legislation passed by the other country 
met the requirements of the FTA. However, this occurred only after discussions were 
held to resolve U.S. concerns over provisions contained in the Australian 
implementing legislation pertaining to pharmaceutical patents. The FTA is entered 
into force January 1, 2005. 
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The U.S. -Australia Free Trade Agreement: 
Provisions and Implications 

After more than a year of negotiations, U.S. and Australian trade officials 
concluded a bilateral free trade agreement (FTA) on February 8, 2004. The 
negotiations proved unexpectedly difficult. President Bush and Australian Prime 
Minister Howard had committed to completing the negotiations by the end of 2003, 
but differences over agriculture and other sensitive issues caused the deadline to slip. 1 

The U.S. -Australia FTA (USAFTA) is a comprehensive agreement The 
agreement commits them not only to eliminate tariffs on most of their bilateral trade 
in goods, but also to ensure nondiscriminatory treatment in most areas of bilateral 
trade in services, foreign investment, and government procurement and to ensure 
protection of intellectual property rights. 

On February 13, 2004, the President notified the Congress of his intent to sign 
the agreement. That notification began a minimum 90-calendar day time-frame 
within which the Congress reviewed the agreement. United States Trade 
Representative Robert Zoellick and Australian Trade Minister Mark V aile signed the 
agreement on May 18, 2004, in Washington. On July 6, 2004, the President 
submitted legislation to implement the agreement. On July 8, the House Ways and 
Means Committee favorably reported out the implementing bill, H.R. 4759, by voice 
vote, and the full House approved the measure (314-109) on July 15. On July 15, the 
Senate Finance Committee reported out the companion bill, and on July 16 the full 
Senate passed the measure (80-16). The bill was sent to the President for his 
signature. President Bush signed the U.S. -Australia Free Trade Agreement 
Implementation Act on August 3, 2004 (P.L. 108-286). On November 17, 2004, 
trade officials from each country exchanged diplomatic notes indicating that 
implementing legislation passed by the other country met the requirements of the 
FTA. However, this occurred only after discussions were held to resolve U.S. 
concerns over provisions contained in the Australian implementing legislation 
pertaining to pharmaceutical patents. The FTA is entered into force January 1, 2005. 

This report highlights and analyzes the major provisions of the U.S. -Australia 
FTA. The report presents the agreement in the context of the overall U.S. -Australian 
bilateral economic relationship. In so doing, it is designed to assist the Congress in 
assessing the impact the agreement may have on the U.S. economy, on the U.S.- 
Australian economic relationship, and on U.S. trade policy as a whole. The report 
will be updated as events warrant. 



1 Washington Trade Daily. November 14, 2003. p.5 
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Why a U.S.-Australia Free Trade Agreement? 

The USAFTA is one among a number of bilateral and regional free trade 
agreements the Bush Administration has negotiated In the last few years, it has 
negotiated and entered into free trade agreements with Jordan, Singapore, and Chile. 
Along with the USAFTA, the Bush Administration completed negotiations and has 
signed the Central American Free Trade Agreement (CAFTA) with five countries in 
the region, an agreement with the Dominican Republic, and an agreement with 
Morocco. It has also launched or intends to launch FT A negotiations with even more 
trading partners in various regions of the world all as part of its strategy of 
“competitive liberalization.” That strategy aims to use greater access to U.S. markets 
as a incentive for trading partners to lower their trade and investment barriers. 

U.S. and Australian political leaders have also viewed the USAFTA as a 
mechanism to deepen economic ties beyond the bilateral relationship as they pursue 
similar goals in the Doha Development Agenda round of the World Trade 
Organization (WTO). 2 It has also been argued that since the events of September 1 1 , 
2001, the Bush Administration has employed trade policy in general, and FTAs in 
particular, to reward those countries that have allied themselves with the United 
States in the war on terrorism and the war in Iraq. Australia fits that model. 3 The 
USAFTA builds on the U.S. -Singapore FTA in establishing an institutionalized U.S. 
economic presence in the Asia-Pacific region. 



Overview of U.S.-Australian Trade and Investment 

Relations 

The United States and Australia have a strong bilateral economic relationship. 
The two countries share similar economic and trade goals. Both are strong 
supporters of achieving significant trade liberalization in agriculture and services in 
the current round of multilateral negotiations in the WTO, while at the same time, 
both are pursuing market access through regional and bilateral free trade agreements . 

The economic relationship is also built upon increasing flows of trade in goods 
and services and of capital in various forms of investment in a wide range of sectors. 
Both countries anticipate that the USAFTA will facilitate trade and investment flows. 

Trade 

According to U.S. data, Australia was the 14 th largest destination for U.S. 
exports of goods ($13.1 billion) and the 30 th largest source of U.S. imports of goods 
($6.1 billion) in 2003 (see Table 1). The United States has consistently realized 



2 Transcript of the Prime Minister, The Honorable John Howard, MP, and Robert B. 
Zoellick, United States Trade Representative. Press Conference. Parliament House, 
Canberra. November 14, 2002. 

3 See CRS Report RS21657, U.S. Trade Policy and Changing Domestic and Foreign 
Priorities: A Historical Overview, p. 1 1 . 
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surpluses in its trade with Australia, one of few countries in the world where that is 
the case. 



Table 1. U.S. Merchandise Trade with Australia: 1998-2003 

($ millions) 





1998 


1999 


2000 


2001 


2002 


2003 


U.S. Exports 


11,929 


11,811 


12,460 


10,945 


13,084 


13,103 


U.S. Imports 


5,382 


5,290 


6,439 


6,479 


6,478 


6,144 


U.S. Trade Balance 


6,547 


6,521 


6,021 


4,466 


6,606 


6,690 



Source: U.S. Census Bureau. 



Major U.S. exports to Australia include aircraft and parts, road vehicles, and 
specialized machinery. Major U.S. imports include meats and beverages (mostly 
wine) (see Table 2). 4 



Table 2. Major U.S. -Australian Trade Commodities: 2002-2003 

($ millions) 



SITC 2-Digit Commodity Category 


2002 


2003 


Major U.S. exports to Australia 


Transport equipment 
(mainly aircraft and parts) 


3,235 


2,380 


Road vehicles 


945 


1,075 


Specialized machinery 


806 


848 


Major U.S. Imports from Australia 


Meats 


1,074 


1,139 


Beverages 


462 


628 


Special Transactions 


459 


591 



Source: U.S. International Trade Commission (USITC) DataWeb. 



The United States and Australia conduct a moderate amount of trade in services. 
In 2003 (preliminary data), U.S. exports of services to Australia totaled $5.9 billion 
consisting mostly of travel services ($1.5 billion) and other private services ($2.6 
billion). In 2003, the United States imported $3.2 billion in services from Australia 
with travel ($1.0 billion) and other private services ($1.1 billion) accounting for the 



4 These tables were adapted from similar tables contained in CRS Report RS21459. 
Australian-U.S. Economic Relations. 
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bulk of them. The United States experienced a surplus in services trade with 
Australia of $2.7 billion. In 2003, U.S. residents received $6.3 billion in income 
from investments in Australia, while Australian residents received $2.1 billion in 
income from investments in the United States. 

Table 3. U.S.-Australian Trade in Services, 1998-2003 

($ million) 





1998 


1999 


2000 


2001 


2002 


2003 


U.S. Exports 


5.0 


5.3 


5.8 


4.9 


5.2 


5.9 


U.S. Imports 


3.4 


3.3 


3.4 


3.6 


3.7 


3.2 


U.S. Balance 


1.6 


2.0 


2.4 


1.3 


1.5 


2.7 



Source: U.S. Department of Commerce. Bureau of Economic Analysis. 



Trade in goods and services, plus investment income and unilateral transfers 
make up the current account, the most comprehensive measure of foreign trade flows. 
In 2003, the United States ran a current account trade surplus with Australia totaling 
$13.0 billion. 5 

Foreign Investment 

The cumulative U.S. foreign direct investment (FDI) in Australia , valued on an 
historical-cost basis, totaled $36.3 billion through 2002. The level has not varied 
much over the last four years. In 1999, U.S. FDI was at $35.4 billion, $34.8 billion 
in 2000, and $32.6 billion in 2001. Roughly half of U.S. FDI in Australia in 2002 
was in manufacturing ($10.8 billion) and mining ($8.2 billion). While not 
insignificant, the level of U.S. FDI in Australia is dwarfed by U.S. investments in 
other industrialized countries, for example, the United Kingdom ($255 .4 billion), the 
Netherlands ($145.5 billion), Japan ($65.7 billion), and Germany ($64.7 billion). 
However, the United States is the largest source of foreign direct investment in 
Australia. (All figures are for 2002. ) 6 

Australian FDI in the United States is lower than U.S. investment in Australia 
but has been increasingly sharply. In 2002, Australian FDI totaled $24.5 billion, 
having increased from $15.6 billion in 1999. That investment is distributed across 
various sectors including manufacturing ($3.5 billion), real estate ($2.8 billion), and 
other industries ($2.7 billion). 7 



5 U.S. Department of Commerce. Bureau of Economic Analysis. U.S. International 
Transactions Data. Available at [http://www.bea.gov]. 

6 U.S. Department of Commerce. Bureau of Economic Analysis. U.S. Foreign Direct 
Investment Data. Available at [http://www.bea.gov], 

7 U.S. Department of Commerce. Bureau of Economic Analysis. Data on Foreign Direct 

(continued...) 





